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MILITARY IMPLICATIONS OF LHIKA'S ELUNuMIl PLANS (u) 



KEi JUDGMENTS 



flf Although China's nth Five-tear Plan is based , on conservUive growth 
..argets of 4-5 percent, jctual economic perfo.-mance over the past several 
years has outstripped these goals. If, as now seems liicely, China's recent 
trend of buoyant economic growth continues in 1934 and 19S5, then wc can 
expect 1980s average real growth rates somewhat higher than planned, probably 
between 5 and 6 percent. However, China would need to achieve even higher 
real growth rates in' order to realize its emi-of-the-century coal of 
quadrupling the gross value of industrial and agricultural oulput. We 
estimate that basic constraints will restrict China's long-term real growth to 
only a little more than 5 percent. 

£H China's projected economic growth will enable Beijing to sustain a 
defense expenditure larger than the current level,, estimated to be about 36 
billion yuan. Our best estimate is that annual defense expenditures will 
reach over 46 billion yuan by 199C and 75 billion yuan by 20G0, assuming tho 
Chinese economy grows at a steady 5 percent annually. If we assute a less 
likely higher rate (6-7 percent) cf economic growth, they could reavi over 4? 
billion yuan by 1P90 and c/er 92 billion yuan by 2000. 

^| Nevertheless, the continuation of Lhina's present p«**itics restricting 
defense expenditures in orier to fr;<; resources for bas'. t.oncmic cro-th will 
restrain the pace of China's m:litary codernfzation prolan. * Although 
additional funds will be available for selected high' priority urograms, 
increases in overall defense output -ill continue to be "limited. The cms of 
a new generation of weapons may grow as fast, if not faster, than 
expenditures. Training, -aintenance, and operating costs wili also escalate 
as new weapons and equipment are introduced. Although technology acquisitions 
will enhance China's capability to produce improved military equipment and 
weapons in limited numbers, the budget resources necessary for significant re- 
equipment of China's military forces with state-of-the-art equipment will not 
exist through the 1990s. Thus, for at least the next aecade, the bulk of 
China's forces will contir.je to be equipped largely with obsolete weapons. 

^| Ch'na will remain relatively inferior to both superpowers— but will 
develop an increased regional cioabi 1 Jty— during the remainder of this 
century. China will not be able :o field sufficient quantities of advanced 
weapons to match the threat posed by China's main military adversary, the 
Soviet Union. Barring a Sino-Sov'et arms agreement or a massive Western- 
assisted rearmament program, China's position relative to nearby Soviet forces 
may not be significantly better tran at present, and its posture could well 
deteriorate depending on the pace and scale of Soviet military improvement 
programs in the Far East. 
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MILITARY IMPLICATIONS OF ChUiA'S ELWOMlL PLANS (U) 



OISCUSSIUH 

1. (U) Background . China's 6th Five-Year Plan iFYP). covering the years 1931 
through 19£5, was published in June 1 ( J R 3„* This plan projected a iroderate 
industrial and agricultural growth rate of 4 to 5 percent a year. State 
budget expenditures were planned to ri«.e trow 121.2 billion yuan*" in 1920 to 
130.4 billion yuan in 1935, a modest 1.5 percent yearly increase. The plan 
was Intended to remedy problems stonclmj fro-n unacceptably hin> budget 
deficits and high rates of inflation resulting fror earlier attempts to 
stimulate economic growth. 

2. (u) The bask objective of the 6th FYP is to lay the foundation tor 
balanced economic growth by eliminating major energy, communications and 
transportation bottlenecks. The plan, for example, recognizes that acute 
energy shortages represent an especially serious threat to future' economic 
development.. As a result, the plan calls for the reduction of energy 
consumption through conservation measures, investment in more efficient 
industrial equipment, and restrictions on the growth rate of heavy industry, 
the most intensive energy consuming sector of the economy. The plan also 
channels more investment into the development of new energy sources to meet 
the demands of future economic growth. The main thrust of the Oth FYP olan, 
therefore, ': to provide the groundwork tor ircr*j rapid, but wel 1 -balanced, 
growth late> on. 

3. (U) China's leaders e*p<H^ to continue aton^ this path thruugh t**j 
remainder cf the decade, pre'd* j the ias*s fcr an upsurge of more rapid 
economic growth in the 1990s. They believe that the growth fate will rise 'f 
the economy continues to benefit • rom proper policy direction, system reforms, 
ana large-scale infusions of foreign technology an<1 capital. The ultimate 
ta^et is to quadruple the gross value c: industrial end agricultural outyut 
by the end of the rentury. 

4. (U) Although the 6th FYP :s based on conservative growth targets of 4-S 
percent, actual economic performance ever the past several years has 
outstripped these goals. The Chinese government has reported that industrial 
growth in 1SS3 (gross output value) was 1C.5 percent, with heavy industry 
rising by 12.4 percent. The jross value of agricultural output rose by an 



* The putlfcation in l?33, midway through the planning period, is not 
unusual in China. The plan was initially promulgated in Oeccabfcr 19a?, 
but its basic tenets have been reflected in Chinese economic 
decisionmaking since 1981. In his r-ijort to the 12th Party Congress on 1 
September 1932, General Secretary Hu Yjobang mentioned the 6th FYP and 
incorporated soff.e of its basic premises. 

** One yuan equals approximately SO. 44 uS. 



impressive 9.5 oercent.* Premier Zhao Vying recently annojiced thai lasi 
year's output in both sectors reached or exceedea, two vears aheid of 
schedule, the targets set for 1935 in the 6th FTP. 

5. JBf Sustaining this fast paced crowth for the ne»t decade and a half will 
be difficult because of fundamental constraints in -energy, transportation, 
management, worker skills and incentives, and 'ndustrial organijation! 
Progress toward alleviating these constraints is being made, but te date 
constitutes only a beginning toward resolving many intractable proile'ns. 
Since agricultural output depends in part on the weather, last year's 
extraordinary success will not likely te repeated often. Long-term 
agricultural growth rates probably will avenge only about 4 percent or "less, 
an improvement over earlier decades but considerably less than last year. A 
high rate of Industrial growth probably -ill not be possible over the 
long-term without a major breakthrough in deve'optng ne« energy resources. 

6. JBJChlna's planners envisage that by the 1990s a sharp Increase in energy 
growth—when offshore oil production anJ othc" coal, nuclear, and 
hydroelectric projects come on line—will occur to support more rapid 
sustained industrial growth. These hopes are probably overly opt^istlc. 
China's offshore oil resources are beginning to appear less promising than 
once thought, while the prospect for -rajor progress in eliminating 
Inefficiency in the use of energy resources is probls-atic. If the pronise of 
new domestic energy resources were to be jnfulf i 1 led, or only parr.Hlty 
fulfilled, China would be facefi with the prospect of rising impo**:., of 
essential energy supplies to sustain its rapid industrial growth. The -esult 
would be a deterioration in China's balance cf payir-cr:* posture and a steady 
encroachment on existing foreign exchange Surpluses, trvjs curtaiMm the funds 
needed to finance imports of modern technology. 

7. f/^ Even in the unlikely event these coitraints -rjro overcome, two other 
essential conditions for lanq-terc economic progress -ust also te met. The« 
di'e the continuation of a stable government committed to steady, pragmatic 
economic growth policies; and the avoidance of an iim-ediate foreign threat to 
vita) national interests which ccjld force the dive-sion of resources an,J 
attention from modernization programs. 



* As a baseline for con-par ison, gross industrial citput gre- at an nnujl 
average reai rate of 11 percent in 195Z-79; and jgricultural output grew 
by an annual av?**age of 3 percent during the same period. Chinese 
statistical information, while basically valid, retains a measure of 
unreliability due to its special idiosyncrasies and occasional 
inconsistencies. Its use reiuires caution and see adjustnvsnts to obtain 
accurate interpretition In Western statistical ter-:s. Although the Qyoted 
figures are no exception, they constitute general Indications of 19fl3 
economic performance. 



3. Growth Rate Forecasts . If, dS now seems likely, (.hind's recent treiJ 

of buoyant economic growth continues in 1904 a-id 1935, then «e can expect 
1990s average real growth rates somewhat higher than planned.* for the neit 
year and a half the overall economy almost certainly will gro- at a rats 
exceeding 5 percent, and possibly by as nuch as 6 percent. ** Hc-evor, Lh'u 
would need to achieve even higher real growth rates in order ta realize i:s 
goal cf qurt r .i'.i ' 'ng the gross value of economic output by the end or t h e 
century.*** »»c judge that, because of the numerous constraints a:ainst rojj'j 
economic ex; *t\\ .on, China will not be able to inainLain i high averj-jr d'm-jjl 
real growth r-5". e t 0 the year 2000. 

9. flf High-Growth Scenario . A hiaii-qrowth scenar'o assumes an improvi-.g 
economic growth rate, averaging 6-7* pecent, until the year ;CC0. Tn*s 
scenario would reflect an agricultural increase of a percent a year, success 
or major progress In overcoming most long-tern constraints, and a" continuation 
of the existing policy orientation favorable to economic grc*th; Fcr 
illustrative purposes, we project real- growth rjtes of 5 percent during tre 
7th FVP (1986-90), 6.5 percent in the 3th FYP (1990-95). and 7 percent in t-.e 
9th FYP (1995-2000). At these rates, China's economic output •ould rise :d 
over 2,500 billion yuan by the end or the century, an '-'pressive ach ievemon:, 
but still slightly shy of the announced target. 

10. Oest Estimate . Uyr best estimate reflects agricultural increases 
closer 'to the historic norm of 3 percent, moderate progress in easing most 
major constraints, with continuing problems in some Sectors--such ;s 
energy--and possible economic polity readjustments stemming frc/r succeSb'Ci 
problems following the death or incapacitation of uVo? Xiaopitn. A gro*:n 
rate of about 5 oercent annually would reflect the existence of s-ich barriers 
to progress. Although this amount of growth -ould represent good reriornaict- 
by most standards of measurement, China would nevertheless fall considerably 
short of achieving its end of the century goal. A.s an illustration, if Chin'i 
were to maintain j moderate 5 pi-rcent real growth rate to the enj of t^e 



According to the 193" annual plan ei.dorsad in May by the Nattotal People's 
Congress, the target for industrial growth remains at 5 percent, Actual 
performance in the first four months of 1931 shows industrial outp-jt 
rising by 11.7 percent, indicating the economy is still over-heated. 

Two private sector sources have recently projected a 1934 real growth rate 
of 5.S percent and 5.7 percent respectively, and a 1935 real -jrowln r s i* 
of 5.2 percent. 

China could reach the goat of qjjdrupling the qross value of economic 
output by 2000 ff real growth rates were to average about 7.ZX annual'.;/ 
for the twenty year period beginning in 19C1. PKt statistical treatment 
of inflation is not consistent, hoevcr, and it is possible that the en;- 
of-century goal will be measured in current rather than constant figures. 
In this sense the goal is more political than truly etonprnic. 




century, output (gross value of Industrial and agricultural output) by the 
year 2000 would reach only 2,100 billion yuan, roughly tripling tie 1980 
level. 




VEAflJ 



11. .^J low-Growtt' Scenario . A low-growth Scenario would reflect a slide 
tow'urd more modest "dtes of progress due to a combination of factors such as a 
series of weather-related agricultural setbacks, a ballooning rate of 
population growth, failures In energy resource development, a rauid 
deterioration In balance of payments caused by rising energy and food imports, 
higher inflation and unemployment, and more severe economic policy 
fluctuations resulting from a potentially fractious succession struggle. 
UnJer a combination of such circumstances, econoric growth could slow to 
around 3.5 percent annually. Such modest progress, If continued ever the 
period of this estimate, would yield i.n economy in 2000 roughly two and a 
third times its I960 level, leaving China far short of achieving its 
development goals. 
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12. MM National Budget Estimates . We project that China's national budget 
will grow about as rapidly as the expected growth rates In domestic economic 
output. State budget expenditures climoed rapidly last year, reaching the 6th 
FYP target for 1995, and are now forecast to rise another 5.9 percent this 
year, Indicating a trend toward budget growth on a par with the rate of 
economic expansion. 

Military Spending . China's current five year plan provides for an 
average yearly defense budget expenditure of 17.7 billion yuan, about 14.5 
percent of the total state budget. To date, announced defense expenditures 
have remained close to this average figure.* However, China's announced 
defense spelling figures ire riot comparable to those in Western military 
budgets, since they pr>- -jly do not include spending for military ROT&E, 
capital construction, and some other categories. 01 A estimates that actual 
Chinese defense spending, adjusted to Include these categories, »ay be about 
twice the reported figures, thus representing about 28 percent of the .actual 
national budget in the first three years of the 6th FrP. 

14. ttt Mil itary Spending Forecasts . We expect China's level of defense 
spending will change only marginally in 1934 and 1935, but will decline 
slightly as a share of the total budget to about 26 percent, continuing a 
trend noticeable since 1977. We believe, however, that this gridual erosion 
of the defense share of budget allocations will not become permanent, but that 
military spending will begin to assume a more stable share of the national 
budget under future five-year plans, we forecast that defense expenditures 
will Ifkely maintain an average 25-pert.ent share of future national budgets. 




» 



tWO 1984 KM 1992 IW WOO 



ilr.nounced defense expenditures in the first three years of the 6th FY? are 
16.8 billion yuan (1981); 17.6 billion yuan (1932); and 17.7 billion yuan 
(1933). Planned 1984 defense expenditures are 17.87 billion yuan. 
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\5.JWwe expect defense expenaitures will grew proportionally to anticipated 
Increases in budget outlays after 1935. Althcugn the defense seLtor will 
continue to be accorded a low priority In China's overall modern wat ion plans, 
economic growth will gridually enable China's tedders to sceiu more tor 
defense. Based on our best estimate of 5-percent average annuil real growth, 
military expenditures likely will reach £6 billion yuan by 1990 sr»d 75 billion 
yuan by 2000. They would reach over ty billion yuan by 199? and over 92 
billion yuan by 2000, if we assise high (G-7 percent) economic growth. In a 
low-growth scenario, military spending viould be constraints to Jicjt C2 
billion yuan by 1990 and about GC billion yuan by 2000. 

16. Ml Military Implications . Un the basis of our best estirate, we project 
that the current curbs on defense production and procurement will continue for 
the next two years. The irospecl of gradually Increasing defense expenjitures 
thereafter likely will lead to i modest Increase in overall cefense output 
later In this decade, followed by a more pronounced upturn 'n the 1990s. 
Additional funds will he available for selected nigh priority ?'Ograms, such 
as strategic offensive systems. However, the overall pace of c-.ange will be 
slow. 

17T^B The most significant chjnge over the next decade wrlj result from 
China's steady acqu1s*t1on cf • processing technology anc know-how in 
electronics, computer technology, instruments, and component production. 
These acquisitions will enable China to make improvements in selected -eipons, 
such as missile guidance systems, ant: in aircraft and naval electronics. 

1S.JH| The development :r.d preijetion of a n£w generation rj conventional 
weapons incorporating the most modern technologies will rt-u're vastly 
increased outlays for miliary research, development, testing, a-.- evaluation. 
The production costs of sophisticated weapons *'ll soar, as they have 
elsewhere in the world, causing sharp increases in procurement spending. 
Budget conttraints wilt force ths Chinese to concentrate on ac;jir:ng :nly a 
few selected new systems that are most critically needed. However, the long 
lead times associated with the Scsign and development of ne. weapons and 
equipment will forte the Chinese to retain and upgrade some etisting major 
systems, as they dre currently attempting to do with their tanks, LUDA-class 
destroyers, and f-7/FISH3£U and F-3/F IN8ACK fighters. Even so, these weapons 
platforms of older deS'gn will have limited capabilities, survivability, 
usefulness and length cf service, making the upgrading of olier systens an 
inter'm solution at best. 

19TJW for dt least the next de-.ide, the bulk of China's convert icndl forces 
will therefore continue to be souipped largely with outmod^ weapons. A 
growing, but still relatively srall proportion of the overall forces w'U be 
equipped with newly produced wea;ns ard equipment, whether of advanced sesign 
incorporating the latest technology or upgraded versions of older designs. Ac 
this replacement process continues, the training, maintenance, md operati ig 
costs associated with the newer cioipment will also escalate. «e believe the 
Chinese will eventually reach a point where the need to cut costs will lead 
them to consider reducing the si*e of some of their forces by eliminating 
those equipped with obsolete hare-are in order to concentrate resources on the 
newly equipped formations. 
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Zi. H Especial ly In the Air Force, budgetary constraints will likely 
ercourace the retirement of a portion of China's Urge inventory of obsolete 
fishters in order to maximize Hmltee availd'ulo funas for purchas'ng, 
operating, and irdintaining expensive new models. Hence, «e will not I'fcety 
s« one-for-one replacement of old airframes. As a result, the Air Force will 
rely increasingly on smaller numbers of high-performance aircraft to perfom 
the missions and roles currently assigned to large numbers of obsolete ones. 

21.~0| Such reductions protably will r.ot occur in China's ground forces 
during the period of- this estimate. The army will continue to rely on large 
masses of available manpower, and mechanization of the infantry will be a 
slew, selective process. In in effort to counter Soviet suoeriorlty in armor, 
nobility, and firepower, the Chfnese will improve the combat capability of 
their ground forces, but these improvements will perforce Include many 
lc*-cost alternatives to large-scale qualitative upgrades, a trend evident 
t:day in the emphasis on education and training improvements. Expenditures 
fcr necessary equipment acquisitions will be selective and concentrated in key 
mission areas, for example, in antitan'< ind gro*jnd-based air defense. Since 
bucget constraints will slow the pace of this trodernizat ion program, Chinese 
ground forces probably will r.ot acquire Sufficient mobility or "firepower to 
match Soviet capabilities before the end of the century. 

ZZ.flf. However, th* trend tc*ard increased professlonjlizatfon will continue, 
resulting in improved command, control, dnd communications, logistics, and 
overall werf ight ing. capabl 1 ities. The gradual development of a professional 
nilitary establishment probably will be accompanied by an increased emphasis 
cn a well-trained reserve force to provide a manpower pool for potential 
wartime expjnsion.* Although the militia will be continued, it probably will 
receive decreasing emphasis. Uue tc bjJgetary constraints and the Sl2e of 
China's 'orces, progress will continue to be incremental. Although we do not 
e»sect the existing concept of People's i-ar to be abandoned by the 1990s, we 
believe there will bo a gracjal development of new doctrine and tactics in 
lire with the trends o-it lined above. 

23. Because China's naval forces will receive a lower priority than the 
gr;und "or air forces, the budget constraints will limit severely the pace of 
naval modernization. Selective improvements in antisubmarine warfare, 
shipborne air defense, and electronic warfare will continue. However, these 
irrrovements will be introduced to enly a snail number of exfstfng fleet 
units, and new construction will continue at a measured pace. Therefore, the 
size and capabilities of China's naval forces will remain inadequate to 
co-nter the threat posed by the Soviet Pacific Fleet. 



China's recently adopted Military Service Law establishes the basis for 
thfs develpment. 



24. Mf Over the' next decide and d half, there will be in-Dortar.t changes 

within Iht nd's military budgets, ret lectin? changing Investment needs: 

— The share of military spending allocated to ROTtE will increase 
steadily in the next ten years in response to the ne«d to utilize 
newly acquired technologies in the development of China's next 
generation weapons. 

The share allocated to procurement probably will reaaln steady for tre 
near term, if it does not actually decline, out hill then fata in to 
increase markedly toward the end of this deo.de as the ability to 
manufacture more advanced weapons is acquired and as programs to 
purchase advanced components begin to come on line. 

— The percentage of the budget devoted to training probably *i 1 1 
increase as newer, and <rore coraplex, weapons are procured later !n 
this decade. 

Other categories of defense spending probably will remain more stable, or 
perhaps decline as a share of the budget: 

— Personnel expenditures may actually decline over the near term as tho 
size of China's armed fortes arc trimmed, although individual pay and 
allowances may increase as incentives and bonuses are employed in 
support of the professfor.jlizdtion program. 

-- Equipment UiM will show little change until new venerations of 
equipment begin to be deployed in the 1990s with more advanced, and 
hence more complex, components and subsystems. 

Capital construction spending prota-jly wilt renain at a constant share 
of the budget, although some Increases could be registered In the 
1990s in association with new equipment purchases. 

25 fl In oeneral, the cost flexible military budget category is procurement. 
At' the present time, China's reduced level of military spending {down from the 
highs registered in 1979. which were Cue to the costs of China's brief 
conflict with Vietnam) is due mainly to procurement cutbacks. These cutbacks 
generally reflect priorities favoring economic growth at the expense of 
military spending, and reduced production goals for obsolete equipment. 

25, Except for the nuclear forces, which appear to be claiming an 
increasing share of funds for ICE* deployment and SS3N/SLBM force development. 
China's procurement priorities will continue to aim at overcoming identified 
military deficiencies measured igainst the Soviet threat. China's most 
critical deficiencies stem from inadequate CJ; weaknesses in ground force 
combat equipment, including anti-irmor weapons and ground-based air defense 
missiles; and from its inability to develop and produce a new generation of 
military aircraft capable of maintaining air supe-lority over a potential 
battlefield against Soviet air pewer. Chinese efforts will be directed at 
indlg-nouily producing state-of-the-art anti-tan'< and anti-air weapons. 
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??"^*i WC &elieve China's foreign policies will continue to aim at manaqinq 
the Soviet threat by seeking reduced tensions In ore-: to mini-size the chances 
of a hostile confrontation. The Chinese wish to avoid a hi=i-risk situation 
which might disrupt economfc development plans by requiring sharp saendfnq 
increases for military procurement. China's foreign policies -ill continue to 
serve the interests of domestic economic developrent, wh-ch will remain 
Lhina s hlgnest priority. The absence of an inmeciate foreign threat will 
permit CJHna to concentrate more fully on achieving its modernization goals 
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